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ILLINOISCOMMERCE COMMISSION
DOCKET NO. 01-0432
PREPARED SURREBUTTAL TESTIMONY OF PEGGY E. CARTER

NOVEMBER 14, 2001

l. Introduction and Witness Qualifications

Please date your name, business address and present position.

Peggy E. Carter, 500 South 27th Street, Decatur, Illinois 62521. | am Vice Presdent and
Controller of Illinois Power Company (“lllinois Power”, “IP’ or the “ Company”).

Have you previoudy submitted testimony and exhibits in this proceeding?

Yes, | have previoudy submitted direct, supplementa and rebuttal testimony in this proceeding.
My direct testimony and exhibits were identified as IP Exhibits 1.1 through 1.30. My
supplementa testimony has been marked as IP Exhibit 1.31 and was accompanied by IP
Exhibits 1.32 and 1.33 and Corrected Revised IP Exhibits 1.2, 1.3, 1.5, 1.7, 1.9, 1.10, 1.11,
1.22,1.23, 1.26 and 1.28. My rebuttal testimony has been marked as IP Exhibit 1.34 and was
accompanied by IP Exhibits 1.35 through 1.62.

. Purpose and Scope

What isthe purpose of your surrebuttal testimony?
| will respond to issues raised by Staff witnesses Hathhorn, Everson, Pearce and Lazare. | will

adso address certain issues raised by lllinois Indugtria Energy Consumers (“1IEC”) witness
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Phillips and Citizens Utility Board/Attorney Generd (“CUB/AG”) witness Effron.

. In addition to your surrebuttal testimony in 1P Exhibit 1.63, which conssts of questions and

answers 1 through 82 inclusive, are you sponsoring any other exhibits?

. Yes, | am sponsoring IP Exhibits 1.64 through 1.77, which were prepared under my

supervison and direction.

1. Rate Base

. What issues will you addressin your surrebuttal testimony related to rate base?

. | will address the following issues:

A. Functiondization of Genera and Intangible (“ G&1”) plant;

B. Inclusion of known and measurable capitd additions;

C. Accumulated depreciation associated with plant in service as of December 31, 2000;
D. Exclusion of certain deferred income taxes from rate base; and

E Capitalization of severance costs.

. Do you have any comments regarding the positions set forth in the rebutta testimony of Staff

witness Ms. Everson?

. Yes, there are three items that | would like to address. The firgt item relates to the adjustment

Ms. Everson makes to the Company’s proposed level of cash working capital. It appears that
Ms. Everson has adopted the Company’s methodology of caculating cash working capitd.
(Staff Ex. 11.0, p. 3, beginning at line 46). Accordingly, her adjustment merely reflects the

impacts of other adjustments to rate base and operating expenses proposed by the Staff
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witnesses. The Company agrees that the find level of cash working capita should be based

upon the level of rate base, operating expenses and return approved by the Commission.

. What is the second item pertaining to the rebuttd testimony of Ms. Everson?

. Both Ms. Everson and CUB/AG witness Effron have reflected a change to the Company’s

proposed level of Accumulated Deferred Income Taxes. The Company identified the need for
this adjusment in response to a data request from Mr. Effron. Specifically, the amount shown
on IP Exhibit 1.41, which was submitted with my rebutta testimony, wasin error. Ms. Everson
and Mr. Effron have proposed an adjustment to increase accumulated deferred income taxes by
$12,938,000. While IP agrees with the need for a correction as identified by Ms. Everson and
Mr. Effron, the amount of the adjusment is different because it is now reflecting accumulated
deferred taxes through September 30, 2001 associated with plant in service at December 31,

2000. The corrected adjustment is shown on |P Exhibit 1.74.

. What is your third comment pertaining to the rebutta testimony of Ms. Everson?

. Initsrebutta testimony, the Company included known and measurable capita additions through

August 31, 2001, based on the “funded projects’ criteria that Ms. Everson identified in her
direct testimony. Ms. Everson has accepted the Company’s proposed capital additions as
reflected inits rebuttd filing. (Staff Ex. 11.0, p. 2, beginning a line 33). Subsequent to thefiling
of its rebutta testimony, the Company provided Ms. Everson with updated information on

capitd additions through September 30, 2001, using the “funded projects’ criteria.  The



IP Exhibit 1.63
Page 4 of 42

Company’s proposed rate base reflects the level of known and measurable capita additions,
employing the “funded projects’ criteria, as of September 30, 2001.
9. Q. Areyou submitting changes to previoudy filed exhibits pertaining to rate base that have changed
asaresult of your surrebutta testimony?
A. Yes thefollowing exhibits reflect changesto my previoudy filed exhibits:

* |P Exhibit 1.64 (supersedes IP Exhibit 1.35) reflects the corporate capital additions as of

61

62

67

69

70

71

72

73

September 30, 2001 which meet the “funded projects’ criteria. The change reflects actua
loading rates on corporate G&I plant expenditures through September 30, 2001. The
projects and amounts shown on this exhibit congtitute the actua expenditures as of
September 30, 2001, and remaining expenditures, on projects for which funding approva
had been obtained as of September 30, 2001. Mr. Barud is presenting a Smilar update in
his surrebuttal testimony for Energy Delivery capitd additions.

IP Exhibit 1.65 (supersedes IP Exhibit 1.36) reflects the increase to the Accumulated
Reserve for Depreciation associated with the capital additions.

IP Exhibit 1.66 (supersedes IP Exhibit 1.37) reflects the updated calculation of cash working
capital incorporating the various revisons to the Company’s proposed rate base, operating
expenses and return made in surrebuttal testimony.

IP Exhibit 1.67 (supersedes IP Exhibit 1.38) reflects the increase in Accumulated Deferred

Income Taxes associated with the capital additions.
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* |P Exhibit 1.74 (supersedes IP Exhibit 1.41) reflects Accumulated Depreciation and
Accumulated Deferred Income Taxes from January 1, 2001 through September 30, 2001 on
plant in service at December 31, 2000.

* |P Exhibit 1.75 (supersedes IP Exhibit 1.43) reflects the increase in depreciation and
amortization expense associated with the level of pro forma plant additions presented in IP's
surrebuttal case.

Functionalization of General and | ntangible Plant

81 10.

82

84 11.

91

92

. Have you reviewed the rebuttd testimony of Staff witness Lazare regarding the functiondization

of Generd and Intangible Plant?

. Yes, | have.
. Please summarize the positions set forth by Mr. Lazare in his rebuttal testimony.

. Staff witness Lazare continues to question the Company’s functiondization of G&I plant. His

concern arises from a comparison of the levels of G&I plant proposed by the Company and
ultimately determined by the Commission to be dlocated to the dectric digtribution function in
the Company’s 1999 DST case, and the level of G&| plant that |P has dlocated to the eectric
digribution function in this proceeding. Mr. Lazare asserts that the increase in the amount of
G&|I plant dlocated to the dectric digtribution function in this case is due to afailure to use the
labor dlocator approved by the Commission in the 1999 DST case to dlocate a portion of G&|
plant to the generation function, even though IP owned virtualy no generation and had virtualy

no generation labor in the test year. Mr. Lazar€'s proposed adjustment limits the G&I plant
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dlocated to the dectric digtribution business to the amount alocated to eectric digribution in the
1999 DST case, plus an increase equd to the proportional increase in digtribution plant since

the 1999 DST case.

. Do you have agenerd observation about Mr. Lazare s rebuttd testimony?

. Yes it gppears to consst largdly of restating things he said in his direct tesimony on this topic.

To the extent Mr. Lazare has made specific additional commentsin his rebuttal testimony on this

topic, | will respond below.

. Does the Company assign or dlocate G&| plant to its business functions for financia reporting

purposes?

. No, the Company’s G&| plant isrecorded in the appropriate FERC genera and intangible plant

accounts. The assats are functionalized only for ratemaking purposes.

. For purposes of this proceeding, did the Company employ the labor alocator methodology

approved by the Commission in the 1999 DST case?

. Yes, the Company dlocated G& | plant based upon the percentages of Iabor dollars incurred in

the test year associated with gas, dectric tranamission, and dectric distribution functions. Asl|

have indicated, IP had virtualy no generation labor expense in 2000.

. Why do you say IP had “virtudly no generation labor expense in 20007’

. Inits FERC Form 1, IP reported gpproximately $30,000 of labor dollarsin 2000 in generation

accounts. This amount was in fact charged in error to the generation O&M accounts. IP

actualy incurred no generation labor expense in 2000.
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114 16. Q. Does the labor dlocator used in this proceeding produce results smilar to those derived in the
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1999 DST case?

. No, as | discussed in my rebuttal testimony, the structure of 1P has changed since the 1999

DST case. |IP divested the generation function in the fourth quarter of 1999. As of January 1,
2000, IP's only generation is 50% ownership of 5.25 megawatts of turbine cepacity at a
customer’s dte. Accordingly, the Company incurred essentialy no labor cogts atributable to
the generation function in 2000. Therefore, when G&I plant was dlocated using the labor
dlocator, there was no dlocation to the generation function. The caculaion of the labor
dlocator employed in this proceeding is shown on IP Exhibit 1.4. The exhibit shows the amount
of labor expense for the gas, dectric tranamission and dectric digtribution businesses for the
twelve months ended December 31, 2000. No labor expense is included for the generation
function because, as | previoudy discussed, the Company recorded approximately $30,000 of
labor expense (which was in fact recorded incorrectly) in the generation O&M accounts during
2000.

The Company sold or transferred the G& | plant that was directly associated with the Clinton
Nuclear Staion and the fossl generating facilities, respectively, to the new owners of those
fadlities. The G&I plant that remains on the Company’s books is used exclusively in support of

IP s gas, eectric transmission and eectric distribution businesses.

. Has any party to this proceeding questioned the calculation of the labor dlocator used by the

Company in this proceeding?



134

135

136 18.

137

138

139

140

141

142

143

144 19.

145

146

147

148

149

150

151

152

153

IP Exhibit 1.63
Page 8 of 42

A. To the best of my knowledge, no party has disputed the Company’s cdculation of the labor

Q.

alocator.

How do you respond to Mr. Lazare' s assertion that the Company has selectively used the labor
dlocator (Staff Ex. 14.0, p. 3, lines 65 through 68)?

Mr. Lazare s assertion is without merit. The Company’s G& | plant was alocated employing a
labor dlocator caculated in the same manner as the gpproach ordered by the Commission in
the 1999 DST case. In fact, it is Mr. Lazare who has departed from the labor dlocation
methodology. Mr. Lazare instead proposes limiting the G&I plant amounts to a levd thet is
congstent with the increase in digtribution plant balances in this case over the amount gpproved
by the Commission in the 1999 DST case.

Is Mr. Lazare correct in assarting that the Company has transferred to eectric distribution G&|
plant that the Commission had determined is associated with the generation function?

No, Mr. Lazare lacks a fundamentd understanding of the nature of common cods. He
mistakenly believes that G& I plant was assigned (as opposed to alocated) to the generation
function in the 1999 DST case. In effect, he believes that the amounts of G&| plant dlocated
to, respectively, the generation, tranamission, distribution and gas functions in the 1999 DST
case (and the specific assats they represent) would be sufficient to support each of these
business functions on a sand-done bass. Stated differently, he seems to believe that the
Commission determined in the 1999 DST case that there is a fixed and unchanging proportiond

relationship between the amount of G& 1 plant investment and the amount of dectric distribution
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plant investment needed in the dectric distribution business. That is the necessary implication of
his proposd to limit the amount of G& | plant dlocated to distribution to the amount dlocated to
digribution in the 1999 DST case plus an increase equd to the percentage increase in

digtribution plant since the 1999 DST case.

. Please explain why you believe Mr. Lazare lacks a fundamenta understanding of the nature of

common costs.

A. As| explained in my rebutta testimony, while some G&I plant can be directly assgned to a

particular line of business, the remainder of the assats captured in G&I accounts support
multiple lines of business. Mr. Lazare appears to believe that if a line of business ceases to
exig, that the G&I plant previoudy dlocated to that line of business can aso go away, or, Sated
differently, that the amount of G&I plant which had been dlocated to the remaining lines of
business would be sufficient to support them. Such abdlief is without foundation. For example,
bucket trucks and backhoes were dlocated in part to the generation function in the 1999 DST
case, however, these assets are clearly needed to support the gas, eectric transmisson and
eectric digribution busnesses. Generd office buildings and personad computers used by the
accounting staff would be other examples of such common, alocable assets.  When the
Company exited the generation business, the G&I1 plant that was alocated to the generation
function by the labor dlocator in the 1999 DST Order did not cease to exist, nor could the
portion of G&I plant that had been alocated to the generation function be some how broken

goart, and sold or transferred to the new owners of IP's generating facilities (other than the
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specificaly identifiable G&1 plant which IP in fact transferred to the new owners). Rather, these

G& | assets continue to be needed to support the remaining lines of business.

. Mr. Lazare sates that he is not seeking to classify investments such as bucket trucks, backhoes

and other digtribution vehicles as generation related, and is not seeking to deny recovery of

distribution-related investment. (Staff Ex. 14.0, pp. 9-10). How do you respond?

. While Mr. Lazare may not intend to classfy assets such as bucket trucks and backhoes as

generation-related, that is the result of his proposed adjustment. In the 1999 DST case, the use
of the labor alocator resulted in the investment in equipment such as bucket trucks, backhoes
and other digtribution vehicles being alocated among the generation, transmission, distribution
and gas functions. In this case, IP s gpplication of the labor dlocator results in the investment in
these assets being alocated among the eectric transmission, eectric digribution and gas
busnesses. The result of accepting Mr. Lazare's position would be that a portion of the
investment in bucket trucks, backhoes and other didtribution vehicles would continue to be

treated as “ generation-related”, and denied recovery in IP s distribution rates.

. Is Mr. Lazare correct in implying that IP is atempting to dlocate G&I plant by direct

assgnment in this case? (Staff Ex. 14.0, p. 10)

. No, the Company has dlocated dl of the G&I plant in this case using the labor dlocator.

. How do you respond to Mr. Lazare' s claims that 1P does not explain how it “refunctionalized”

G&| plant when it divested its generation assets? (Staff Ex. 14.0, p. 3, lines 47 through 50).

. | do not know what he means by “refunctiondized” in this context. However, in my rebuttal
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tegimony, | explained wha G&I plant was transferred and sold to DMG and AmerGen,
respectively, in connection with the sale of the generation facilities. (IP Ex. 1.34, beginning on p.
13). As| explained there, the G&I plant that could be identified with the generation facilities
was trandferred with them. Other G& 1 plant was not identifiable or severable in this manner and
thus was retained by IP where it continues to support IP's exising business functions. This
remaining G&| plant has been dlocated among the remaining business functions for ratemaking

purposesin this case, using the labor dlocator.

. Mr. Lazare continues to assert that the testimony of Company witness Alec Dreyer in Docket

99-0209, which Mr. Lazare quoted in his direct testimony, must have been intended to
encompass ddlivery services customers aswell as bundled dectric service customers. (Staff EX.

14.0, p. 5) What is your response?

. Mr. Lazare continues to ignore the context in which the statements in Mr. Dreyer’s testimony

were made. They were made in testimony presented in an asset transfer case under Section
16-111(g) of the Public Utilities Act. Although | am not alawyer, it is my understanding that the
only two grounds on which the Commission is alowed to investigate a proposed Section 16-
111(g) trandfer of generation assets for the purpose of determining if it should be disapproved,
are (1) whether the proposed transaction will render the éectric utility unable to provide its
tariffed services in a safe and rdliable manner, and (2) whether there is a strong likelihood that
consummation of the proposed transaction will result in the dectric utility being entitled to

increase its base rates during the mandatory transition period pursuant to subsection (d) of
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Section 16-111. Neither of these topics would appear to implicate the level of future delivery
sarvices rates. Mr. Dreyer’s testimony was part of the Company’s case which stated that the
gpplicable criteriain Section 16-111(g) were satisfied and that the Company should be alowed
to make the asst transfers it had filed. Thus, there is no basis to characterize Mr. Dreyer’s
testimony as addressing the future level of ddivery services rates when that is not one of the

topicsin a Section 16-111(g) hearing.

. Do you have any other comments on Mr. Lazare' s use of Mr. Dreyer’ s testimony from Docket

99-02097?

. Yes, even if Mr. Lazare were correct (which he is not) that Mr. Dreyer was making a

commitment on behdf of IP that ddivery services rates (which were not even in effect a the
time) would not be increased as a result of the transfer of IP's fossl assets to an affiliated
generaing company, there is no basis to extend this “commitment” to IP' s subsequent sde of its
nuclear generation to AmerGen. In terms of dlocation of G&|1 plant using the labor dlocator,
the mgjority of 1P’ s generation labor dollars in the 1997 test year used in the 1999 DST Case
were nuclear generation labor, not fossl generation labor. Of a total of $76,240,000 of
generation-related labor expenses, $50,539,000 was dtributable to nuclear generation.
Therefore, gpproximately 66% of the G& | plant dlocated to generation in the 1999 DST case
was in effect, dlocated to nuclear generation, and only 34 percent was dlocated to fossl

generation.

233 26. Q. Mr. Lazare clamsthat IP diverged from both the Commission Order in the 1999 DST case and
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234 from its own proposd in that docket when it sold or transferred G& 1 plant to the new owners of
235 its generation. (Staff Ex. 14.0, p. 6, beginning at line 132) How do you respond?
236 A. As | have explained previoudy, in the transfer of its fossl assets to an dfiliae, 1P dso
237 trandferred the G& | plant that had been directly assigned to the fossl generation function in IP's
238 aset separation study. The asset separation study was the basis for the dlocations IP
239 proposed in the 1999 DST Case. G&| plant that could not be specifically assigned to the fossl
240 generation function was alocated among the Company’s lines of business, including generation,
241 using alocation factors developed in the asset separation study. However, as | have explained,
242 this other G&|I plant (such as generd office buildings and personad computers or software used
243 by the accounting staff) was not severable and could not be transferred to the new owner of the
244 fossl generation facilities because it was Hill needed to support the Company’s remaining
245 busnesses. A smilar description would apply to the sde of the nuclear generation and related
246 G&I plant to AmerGen.
247 The Company’s Section 16-111(g) filings with respect to the transfer and sde of its
248 fossl and nuclear generation and related G& I plant listed the specific assets being transferred.
249 The Commission gpproved the transfer of the assets that the Company had ligted in its filing.
250 Given the gpprovd of the sdle and transfer of pecific items of property pursuant to Section 16-
251 111(g), IP did not have the authority to transfer more assets than the Commisson had

252 approved.
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| would also observe that Mr. Lazare dtates that $33.6 million of G&I plant that was
dlocated to generation in IP's asset separation study was naot, in fact, transferred to the new
owners of IP's generating facilities. However, he is proposing to disalow $135.8 million of
G&I plant which he contends is generation-related. Further, Mr. Lazare falls to distinguish
between the G& I plant that was directly assgned to the generation function versus the common
G&| plant that was dlocated to that function. As | have previoudy dtated, only that G&I plant
that was directly associated with the generating assets was transferred or sold to the new
owners of the facilities. The G&I plant that was dlocated to the generation function, but not

directly associated with the transferred generating assets, was retained by 1P.

. Does Mr. Lazare continue to compare IP's dlocation of G&I plant to the dlocation of G&l

plant in the Ameren case, Docket No. 00-0802?

. Yes, in commenting on my discusson of the two cases, Mr. Lazare dates in his rebutta

testimony:

[Ms. Carter’s testimony] ignores a criticd difference in the IP and Ameren
filings. Ameren has alocated Generd and Intangible Plant and A& G accounts
to the generation function in conformance with the Commisson’'s labor
dlocator. However, as a result of divesting generation, IP has redlocated to
transmission and digtribution cogts that were previoudy dlocated to generation.
(Staff Ex. 14.0, p. 4, beginning &t line 88)

The only “criticd difference’ between the two cases is that during its test year, Ameren il
owned generation and gtill had generation labor, while during the test year in this case, IP owned
virtualy no generation and had virtualy no generation-related labor dollars. Thus, IP and

Ameren have employed the labor alocator methodology on a consstent basis to dlocate their
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respective G&I plant investments among their lines of business. It is Mr. Lazare who has

ignored the “critical difference’” between this case and the Ameren delivery services case.

. Has Mr. Lazare presented any information that suggests that Ameren will continue to dlocate a

portion of its G&I plant to generation in future cases that involve test years subsequent to the

date that Ameren divested its generation?

. No, he has not.

. Are lllinois Power Company’s ddivery sarvices cusomers pendized by the Company’s

dlocation of G&I plant?

. No, IP s ddivery sarvices customers are being appropriately charged for those assets that are

gtill being used in support of the Company’s eectric distribution business.

. How do you respond to Mr. Lazar€'s criticism of the anayss you presented in rebuttdl

testimony of the changesin IP's G&| plant accounts from 1997 to 2000?

. IP Exhibit 1.39, which was submitted with my rebuttal testimony, sets forth a detaled

presentation, by FERC account, of the changes in the Company’s G&| plant accounts from
December 31, 1997 to December 31, 2000. | also described actions the Company has taken
to dispose of G&| assets that it no longer needs. Mr. Lazare's only response is to complain
that the Company’stotd G& | investment increased by $14 million over this period even though
|P divested its generation facilities. Mr. Lazare has offered no evidence that IP s G& | assets at

December 31, 2000 are not used in support of its exiging lines of business (gas, dectric
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tranamisson and dectric didribution), and he has faled to respond to my andyss in any

meaningful way.

. Mr. Lazare s rebuttal testimony at pages 11-12 indicates that he believes even a portion of the

Company’s new G&I plant additions since January 1, 2000, subsequent to the Company’s

elimination of the generation function, should be treated as generation-rdlated. What is your

response?

. Firg, Mr. Lazare states that the Company is arguing that the post-January 1, 2000 G&| plant

additions “should be consdered digtribution-rlated in their entirety.” This is incorrect. The
Company has dlocated these investments among the gas, dectric transmission and dectric
distribution businesses using the labor dlocator. Second, Mr. Lazare states that the descriptions
of these additionsin IP Exhibits 1.32, 1.33, 2.4 and 2.5 “fail to demondirate that these additions
could not serve other functions as well.” While | would disagree with any suggestion that the
descriptions on IP Exhibits 1.32 and 1.33, or IP Exhibit 1.35, indicate that the post-1999
property and equipment additions described there were or are being constructed, ingtaled or
procured in order to support the generation function, Mr. Lazare is correct that at least some of
the items described on these exhibits could be used for “other functions” For example,
persona computers and telecommunications equipment could be used by a wide variety of
busnesses. However, Mr. Lazare apparently would have the Commission believe that even
after divesting its generation function, IP is continuing to congtruct, ingal and procure new G&|

plant to support the generation function. Thisis Smply not the case.
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Does IIEC witness Phillips adso address the functiondization of G&I plant in his rebuttal
testimony?

Yes, Mr. Phillips continues to assart tha G&I plant should be dlocated to the dectric
digribution business based on the increase in NoN-A&G O&M expense in this case over the
amount alowed in the 1999 DST case, plus new projects included in the Company’s capitd
additions adjustments as gpproved by the Commission.

Has Mr. Phillips offered any additiond support for his pogtion in hisrebutta testimony?

No, Mr. Phillips merely cites one of the Company’s responses to a data request in which |
dated that | have performed no studies rdated to the most economic and efficient level of G&|
plant required to provide distribution services to Illinois Power Company’s cusomers. (IIEC
EX. 6, p. 3, beginning at line 14).

How do you respond to Mr. Phillips' rebutta testimony?

| am unaware of any requirement that in each rate case, a public utility must present studies to
show that its exigting plant investment congtitutes the most efficient and economicd leved of plant
investment to provide service to the utility’s customers. Such a requirement would seem to be
inconggtent with the origina cost concept of ratemaking and would seem to suggest that, if the
mogt efficient and economica leve of plant investment to serve the utility’s cusomers were
greater than the utility’s current depreciated origind cogt of plant in service, the higher figure
should be included in rate base. | am aware that an dectric utility needs to judtify new additions

toratebase. As| explained in Answer 17 of my rebutta testimony, through its tesimony in this
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case and in the 1999 DST case, IP has judtified its Sgnificant plant additions since at least 1992.
However, while 1 have done no sudies to determine that IP's current level of G&I plant
investment is the mogt efficient and economica leve for providing service to its customers, | can
date that al of the Company’s costs are under continuing review to find opportunities to reduce
codts. | cited examplesin my rebuttal testimony of actions IP has taken to dispose of unneeded
G& | assets and to more efficiently use its remaining G& | assats. |P's current level of G&I plant

is needed to support its exigting utility business functions of gas, eectric transmission and ectric

digribution.

Q. Do you continue to recommend that Mr. Lazare's and Mr. Phillip’s proposed adjustments to
G&1 plant should be rejected?

A. Yes | do.

B.  Incluson of Known and Measurable Capital Additions

Q. Does CUB/AG witness Effron continue to propose a limitation on podt-test year plant
additions?

A. Yes, Mr. Effron continues to support a limitation of post-test year plant additions to June 30,
2001. He clams that the inclusion of plant additions beyond that date represents the use of a
future test year for certain eements of the revenue requirement. (GCI Ex. 4.0, p. 2, beginning
a line6).

Q. How do you respond?

A. The Commisson has historicaly dlowed known and measurable changes from the test year
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level of expenditures. The Company has offered substantia support for the pro forma capita
additions. Staff witness Everson has reviewed the supporting documentation and concluded
that the Company had “provided updated actual amounts and information regarding the status of
funding approva to support the level of plant additions’. (Staff Ex. 11.0, p. 2, beginning &t line
33). The Company should have the opportunity to earn areturn of and on those assets that will
be in place during the period of time during which the rates established in this proceeding will be
in effect.

Does the inclusion of the plant additions condtitute a future test year?

No, the inclusion of known and measurable changes to higtorica plant baances does not
condtitute the use of a future test year. A future test year would be premised upon budgets or
expected leves of spending for dl capital and expense items. The capital additions that are
included in the Company’s rate base represent only those projects for which funding has been
authorized as of September 30, 2001, and which either have been completed as of this date or
will be completed by the time rates established in this proceeding go into effect.

Has the Company made other adjustments to test year data consstent with the incluson of
capital additions for funded projects through September 30, 20017

Yes. Fird, as| explain dsewhere in this testimony, the Company is aso adjugting rate base to
reflect (1) additiond accumulated depreciation and accumulated deferred taxes from January 1,
2001 through September 30, 2001 on plant that was in service as of December 31, 2000, and

(2) retirements from plant in service from January 1, 2001 through September 30, 2001
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Second, as IP witness Jones explained in his rebuttal testimony, the Company accepted Mr.
Effron’s proposd to base the number of customers in the billing determinants on an average for
2000 and 2001, and adjusted kwh and demand data in the billing determinants consstent with
the adjustment to number of customers.

Accumulated Depreciation and Accumulated Deferred Taxes Associated with Plant in

40.

41.

Service as of December 31, 2000

. In connection with the updated information on capitd additions, is the Company making

additional adjustments to the accumulated reserve for depreciation and the accumulated

provison for deferred taxes?

. Yes. The Company is further adjusting the Accumulated Reserve for Depreciation and the

Accumulated Provision for Deferred Taxes to reflect additiond depreciation and deferred taxes
from January 1, 2001 through September 30, 2001 on plant in service as of December 31,
2000. Initsrebuttd filing the Company had adjusted the depreciation reserve and deferred tax
reserve for activity through June 30, 2001. The adjustments through September 30, 2001 are

shown on |P Exhibit 1.74.

. Please respond to Mr. Effron’s concerns related to the level of accumulated reserve for

depreciation associated with the post-test year capital additions that the Company has included

inrate base (Ex. GCI 4.0, pp. 1-2).

. Mr. Effron bdieves that the Company has undergtated the change in the level of the

Accumulated Reserve for Depreciation subsequent to December 31, 2000, because he
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observes that the reserve balance decreased from January 1, 2001 through June 30, 2001,
rather than increased, as a result of the Company’s adjustment. The reason for the decreasein
the accumulated reserve for depreciaion associated with the plant additions is that the
Company’s adjustment reflects the cost of retirements and remova associated with the plant
additions. As shown on IP Exhibit 1.68, there are sgnificant retirements associated with certain
of the Company’s capitd additions. The cost of retirements have a neutra effect on rate base,
because both plant in service and the reserve for depreciation are reduced by the amount of the
retirement. Mr. Effron correctly observes that the impact of the retirements reduces the reserve
for depreciation, but he neglects to mention that the retirements aso reduce plant in service.

Exclusion of Certain Deferred | ncome Tax Balances From Rate Base

410

411 43.

412

413

414

415 44,

Q.

Has Mr. Effron proposed that certain deferred income tax balances be excluded from rate
base?

Yes, in his direct testimony Mr. Effron excluded certain deferred income tax balances claming
that they were unrdated to items included in rate base. He continues to argue for this excluson
in his rebutta testimony.

Is Mr. Effron’s adjustment appropriate?

No, with the exception of the two credit baances that Mr. Effron included in his adjustment, he
continues to selectively choose those deferred tax items that support his position to reduce rate
base.

Are there additiona deferred tax items that should be included if Mr. Effron’s adjustment is
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adopted?

Yes. Mr. Effron sdectively chose various deferred tax baances to exclude from rate base.
There are additional deferred tax balances, both debit and credit, that should be excluded if Mr.
Effron’s approach is accepted. These items are shown on IP Exhibit 1.69. Exclusion of al of
these items would reduce Mr. Effron’s adjustment (and increase rate base) by $11.5 million,
and result in anet reduction of rate base of $626,000. 1P Exhibit 1.69 shows this calculation.

Is Mr. Effron’s attempt to distinguish the Commisson’s regjection of his adjustment in Docket
89-0276 (Ex. GCI 4.0, p. 7) persuasive?

No. The specific deferred tax item involved in Docket 89-0276 was different but the concept
involved isthe same.

Do you have a recommendation for the Commission regarding Mr. Effron’s adjustment to
deferred tax balances?

Yes, Mr. Effron’s adjustment is one-sided in its approach and should therefore be rgjected. If
the Commission were to determine that deferred tax balances associated with items that are not
consdered in the determination of rate base should be excluded, both the debit and credit
deferred tax balances should be excluded. In that case, the Commission should make the
adjustment to decrease rate base by $184,000, as shown on |P Exhibit 1.69.

Capitalization of Severance Costs

434 47.

Q.

Please summarize Staff witness Hathhorn's proposed adjustment to rate base pertaining to

severance costs.
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The Company incurred severance cogts during 2000 associated with the eimination of certain
positions. The Company capitdized a portion of the severance costs. Ms. Hathhorn argues
that no portion of the severance costs should have been capitaized, but rather that al of the
severance costs should have been expensed.

Please respond to Ms. Hathhorn' s position regarding capitdization of severance costs.

Ms. Hathhorn's adjustment is premised upon the belief that severance costs are not |labor costs.
That assumption is incorrect. Severance cogts are clearly labor codts. In fact, severance costs
are included as taxable wages for the severed employees.

As | gated in my rebuttal testimony, the Company treated severance codts in a manner
consgtent with how the employees norma labor costs were recorded. To the extent that a
portion of the routine labor cost was capitalized, a portion of the severance cost was
capitdized.

Are the capitdized amounts based upon arbitrary percentages, as dleged by Ms. Hathhorn?

No. Actual severance costs were recorded in FERC Account 920. A portion of the expenses
charged to Account 920 are routindly capitalized. The percentage to be capitaized is
determined annualy based upon a study, by group, of the level of support provided to other
business functions. Based upon the study, an A& G capitalized percentage is determined and
gpplied to al gpplicable costs. This same percentage was used to determine the amount of

severance cogts to be capitalized.
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The cogs associated with early retirements and outplacement were charged to FERC
Account 926. The amount of expense charged to Account 926 to be capitalized was
determined by employing aratio of capita labor dollars to tota O&M and capita labor dollars.
This same percentage was used to determine the amount of early retirement costs to be
capitdized.

These consstently gpplied procedures reflect a systematic methodology for determining the

appropriate ratios for capitaized cods.

. If the Commission adopts Ms. Hathhorn's adjustment to capitalized severance codts, how

should the adjustment be reflected?

. If the Commisson adopts Ms. Hathhorn's adjustment, IP would propose that any such

adjustment be reflected as a lump-sum adjustment, net of accumulated reserve for depreciation
and accumulated deferred income taxes, to future regulatory filings as a reduction of rate base,

rather than requiring a restatement of al the affected accounts on the Company’ s books.

. What is your recommendation to the Commission with regards to Ms. Hathhorn' s adjustment to

capitalized severance costs?

. The Company believes tha the capitaization of a portion of the severance codts is consstent

with the Uniform System of Accounts;, therefore, Ms. Hathhorn's adjustment should be
rgected. Ms. Hathhorn's proposed adjustment hinges on her bdlief that severance codts are
not labor costs and that the capitdization of these costs are based on arbitrary percentages. As

| have shown, neither of these assumptionsis correct.
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475 V. Oper ating Expenses

476 52. Q. Arethere any additiona adjustments to operating expenses that have been proposed by Staff or
477 intervenor witnesses that the Company has decided to accept?

478 A. Yes, The Company is accepting the following additional proposed adjustments:

479 *  Staff witness Hathhorn's adjustment to eiminate the adjustment associated with the addition
480 of six customer service representatives and two RBC Account Managers sponsored by [P
481 witness Holtzscher;

482 *  Saff withess Hathhorn's adjustment to the adjustment for wage increases, diminating the
483 expense for the additional customer service representatives and the two RBC Account
484 Managers (the effect of adopting Ms. Hathhorn's adjustment is shown on 1P Exhibit 1.76,
485 which supercedes IP Exhibit 1.44); and

486 *  CUBJ/AG witness Effron’s adjustment to exclude the test year expenses for the “Duke
487 Engineering” litigation. Any recoveriesin thislitigation will be recorded below the line.

488 In addition, as | will describe below, the Company is accepting in part Staff witness Pearce's
489 adjusment for contributions to community organizations. Findly, 1P Exhibit 1.77 (supersedes
490 IP Exhibit 1.30) reflects a correction to the caculation of the adjustment for Dynegy Senior
491 Executive Compensation.

42 53. Q. What issueswill you address related to operating expensesin your surrebuttal testimony?
493 A. 1 will addressthe following issuesin my surrebutta testimony:

494 A. 1999 Rulemaking and Y 2K Expenses
495 B. Severance Costs



49
497
498
499

501
502

2

2

510

511

512

513

514

515

516

517

IP Exhibit 1.63
Page 26 of 42

C. I ncentive Compensation

D. Functiondization of A& G Expenses/Charges from Dynegy
E Injuries and Damages Expense

F. Amortization Expense for Intangible Plant

G. Community Organizations Expense

1999 Rulemaking and Y 2K Expenses

54.

55.

B.

. What is your response to Staff witness Hathhorn's continued recommendation to exclude the

1999 expenses incurred by the Company associated with the Standards of Conduct and

Affiliate Transactions rulemakings and Y 2K expenses?

. As| gated in my rebutta testimony, the Company believes that the additiond expenses for the

two rulemakings and the Y 2K expenses that were not included in the revenue requirement in the
1999 DST case are gppropriately included and amortized in this proceeding. The Commission
alowed the Company to recover the costs associated with these activities in the 1999 DST
cae. The Company’s pro forma adjustment merely includes the fina incrementa expenses

associated with these activities that had not been incurred at the time of the 1999 DST Case.

. Do you agree with Ms. Hathhorn’'s statement that in the 1999 DST Case, the Commission

“dmply dlowed the test year expenses and known and measurable adjustments associated with

these rulemakings’? (Staff Ex. 10.0, page 7)

. No, as| explained in my rebuttd testimony, none of the expenses for the rulemakings alowed in

the 1999 DST Case were incurred in the test year.

Severance Costs

518 56. Q. What is Staff witness Hathhorn's proposed treatment of severance costs?
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Ms. Hathhorn recommends that al severance costs incurred by the Company in 2000 be
disdlowed. As | discussed eaxlier, this includes that portion of the severance codts that was
capitdized.

How do you respond to Ms. Hathhorn' s proposed adjustment to severance costs?

Ms. Hathhorn erroneoudy concludes that |P' s customers will redize no benefits associated with
the reduction in operating expenses if the cost of achieving those savings is recovered. In fact,
Ms. Hathhorn serioudy understates the cost savings, resulting from the severance codts, that are
reflected in the Company’s filing. She cites the costs excluded from operating expenses
associated with trangtion employees in the Company’ s adjustment and concludes that that figure
represents the projected savings related to the severance costs. Her conclusion is incorrect.
The amount included in the trangtion employee adjustment reflects only the compensation paid
to the trangtion employees, and related expenses, that were incurred during 2000. It does not
include the savings in 2000 resulting from not having the trangition employees on the Company’s
payroll subsequent to their termination. 1P Exhibit 1.70 sets forth the annudized savings
associated with the termination of the trangtion employees. The totd annudized savings are
$25,502,000 for the entire Company, and $14,765,000 for the eectric distribution business.
The jurisdictional amount of severance and early retirement expenses included in the test year
was $15,083,000, which | P proposes to amortize over afive-year period resulting in atest year
expense of only $3,017,000. Clearly, the annua savings resulting from the severance and early

retirement program far exceed the annual amortization of the costs of the program, by a factor
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of dmogt 5 times. Further, after the proposed five-year amortization period, customers will
redize the entire annud level of savings resulting from the reduced work force. In addition, the
savings amount would increase each year due to the impact of wage and sdary increases that

the employees would have received had they remained on the Company’s payroll.

. Should the Commission accept Ms. Hathhorn's proposed adjustment to exclude recovery of al

severance costs?

. No. | redize that Ms. Hathhorn is relying on prior Commisson orders relaing to merger

transaction codts, but | beieve that recovery of the Company’s severance codts is judtified
because the Company incurred these codts to produce savings that will reduce the revenue

requirement.

. Do you agree with Ms. Hathhorn's characterization that the severance costs were “incurred to

produce an ownership change’? (Staff Ex. 10.0, p. 10)

. No. The severance cogts were not “incurred to produce an ownership change’. | agree that

some merger transaction costs must be incurred to complete the actua transaction, such as
investment banker fees, legd and accounting fees, and a “merger premium” pad in the

transaction, if any. The severance costs do not fal into this category.

. Indiscussing the prior orders you cited in your rebuttal testimony, Ms. Hathhorn indicates some

digtinction between severance costs incurred in connection with a merger and codts of an early
retirement program. Do the cogts included in the Company’s adjustment for severance costs

include the cogts of an early retirement program?
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559 A. Yes. AsIP Exhibit 1.71 shows, what the Company has described as “severance costs’ in this
560 proceeding included $5,264,000 of expenses associated with an early retirement program;
561 $718,000 associated with medicd insurance, training and outplacement services; $8,799,000 of
562 severance codts, and $302,000 of payroll taxes. Each of these figures represents the
563 jurisdictiondized level of expense included in the test year.
564 Mog utilities in this country, incdluding Illinois Power, have offered one or more early
565 retirement programs in an effort to reduce payroll costs. The costs associated with the early
566 retirement program represent the additional expenses incurred to bridge the gap from the early
567 retirement age to the expected norma retirement age of the employee. The codts of an early
568 retirement program are a legitimate operating cost and should be recoverable. At a minimum,
569 the Company should be dlowed to recover, over an amortization period, the costs associated
570 with the early retirement program, smilar to the Commisson’s treetment of a previous early
571 retirement program in Dockets 89-0276 and 91-0147.

572 61. Q. Ms Hathhorn dates that the Company identified 21 employees of the 297 included in the

573 adjustment for severance cogts and trangtion costs who were severed due to the Company’s
574 exits from the generation business and from retail energy marketing, and that even if recovery of
575 severance codts is dlowed in generd, the ddivery services revenue requirement should not
576 include the severance codts for these 21 employees. (Staff Ex. 10.0, pp. 11-12) Do you

577 agree?
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No. With respect to the Company’s exit from the generation business, the twelve employees
included in the severance and trangition cost adjustment consisted of four employees who were
employed in accounting functions, and eight employees who were employed in the Information
Technology (“IT”) Depatment. With respect to the Company’s exit from retail energy
marketing, the nine employees included in the severance and trangtion cost adjustment
conssted of sx employees who were employed in customer service functions, and three
employees who were in the IT Department. In short, 15 of these 21 employees were engaged
in A&G functions, and 6 of the employees were engaged in customer service functions. The
portions of the saverance expense and the trangition employee expense that are included in the
Company’ s adjustment for severance costs and transition employees are the portion of the costs
related to these employees that are dlocable to eectric didribution. Similarly, had these 21
employees continued with the Company, a portion of their compensation expense would have
been dlocated to dectric digtribution. Therefore, the severance expenses relating to these 21
employessis properly included in the distribution revenue requiremen.

I ncentive Compensation

62. Q.

Do you have any response to Ms. Hathhorn's concerns related to the four aternative proposas
for incentive compensation expense?

Yes. Fird, | would note that the Company continues to believe that incentive compensationis a
reasonable and necessary business expense and that incluson of the test year jurisdictiona

amount of expense is appropriate. Ms. Hearn is providing additiond surrebuttal to Ms.
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Hathhorn's rebutta testimony on incentive compensation expense. The Company presented the
four dternative gpproaches in its rebuttal testimony to be responsive to Ms. Hathhorn's
concerns relating to the incluson in the revenue requirement of a test year expense item that
tends to vary from year to year.

The firg dternative approach, to use a five-year average, responds to Ms. Hathhorn's
concern that the actua expense varies widely from year to year. By using a five-year average
ingead of the amount for the test year, in which al program objectives were fully met, it dso
responds to Ms. Hathhorn' s “ratepayer protection” concerns.

The second dternative, to allow 50% of the test year amount, responds to Ms.
Hathhorn's concern that if no incentive compensation payments are made, ratepayers are not
“protected” because the revenue requirement includes a full leve of incentive compensation
payments. Based on the higory of the last nine years and the sgnificance of incentive
compensation in IP' s overdl compensation package, hypothesizing that nothing will be paid in a
year is an unredigtic assumption; however, assuming that an amount less than the maximum
amount will be paid in ayear is areasonable assumption. The 50% figure is not arbitrary; it was
selected to create a 50-50 likelihood that the actud payments during the years that the rates set
in this case will be in effect will be grester than or less than the amount of incentive
compensation expense included in the revenue requirement. In judging the reasonableness of

the 50% figure for this purpose, it must be remembered that the test year, 2000, was a year of

gtrong performance for 1P and for the Dynegy organization, resulting in a high leve of funding of
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the incentive compensation pool. | would dso reterate that it is Ms. Hathhorn's
recommendation to include zero in the revenue requirement with respect to incentive
compensation that is arbitrary, not the 50% assumption used in this dternative.

The third dternative, usng the budgeted 2001 amount of incentive compensation, was
offered in response to Ms. Hathhorn's concern that the program goals change every year; we
therefore proposed this aternative which is based on the current program sructure and
objectives. In addition, snce the budgeted amount does not assume full funding of the incentive
compensation pool, this aternative dso addresses Ms. Hathhorn's concerns regarding lack of
ratepayer “ protection”. If the program objectives are achieved and payments are made beyond
the budgeted amount, the above-budget payments would be funded by shareholders (out of the
above-budget level of earnings), not by customers. In addition, | do not think the concerns that
Ms. Hathhorn expresses about budgeted versus actud historica amounts are valid when we are
consdering the budgeted amount for only one item (as opposed, for example, to the utility’s
entire operating or congtruction budget).

| find Ms. Hathhorn's objection to the fourth dternaive — to include in the revenue
requirement an amount for the additiona base pay and related benefits costs 1P would need to
offer if it had no incentive compensation program — to be the most curious.  She says that the
estimate of additional base pay expense that Ms. Hearn has provided “is too contrived and
estimated to be preferred over actua 2000 expense data,” yet she refuses to consider alowing

the actual 2000 expense amount, a portion of the actual 2000 expense amounts, or a five-year
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average of the actud expense amounts. Ms. Hathhorn has not disputed the basic premise
behind this dternative, that 1P would need to provide higher base pay and related benefits if it
did not have an incentive compensation program, yet she continues to recommend that no
provison a dl be made in the revenue requirement for this component of compensation

expense. The end result of her position is to deny recovery for any portion of this reasonable

and necessary compensation expense.

. Does CUB/AG witness Effron aso propose an adjustment to disalow incentive compensation

expense?

. Yes in hisrebutta testimony, Mr. Effron essentidly proposesto dlow the test year jurisdictiona

expense for the union portion of the incentive compensation program, but to disalow the
expense for the non-union portion of the program. His objection to the non-union expense is
smilar to one of Ms. Hathhorn's concerns, namely, that the program is based on objectives that
benefit shareholders, not ratepayers. The Company has aready responded to this concern in
responding to Ms. Hathhorn

Functionalization of A& G Expenses/Char ges from Dynegy

64.

. Does Staff witness Lazare's proposed adjustment regarding the functiondization of A&G

expenses mirror his proposal related to G& | plant?

. Yes, Mr. Lazare recommends that the level of A& G expenses included in operating expensesin

this proceeding be limited to a proportiond increase in the leve of digtribution expenses since

the 1999 DST case. In his rebutta testimony, Mr. Lazare makes many of the same points with
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respect to both G& 1 plant and A& G expenses dlocated to distribution, so my response earlier
in this testimony to Mr. Lazar€' s rebuttal concerning G& I plant dso responds to many of his
assertions concerning A& G expense. On pages 12-18 of his rebuttal testimony, Mr. Lazare

makes some additiond assertions relating to A& G expense aone.

. Is Mr. Lazar€'s proposal with respect to A&G expense based upon the labor alocation

methodology adopted by the Commission in the 1999 DST case?

. No, his proposed adjustment is not based on the application of the labor alocation

methodology but rather on an unfounded assumption that there is a fixed relationship between
digtribution O& M expense and the amount of A& G expense needed to operate and support the
digtribution business. In contrast, IP has used the labor dlocator in this case to determine the

amount of A& G expense that should be dlocated to eectric distribution.

. Would it be agppropriate to dlocate any A& G expenses to a generation function in this case

based on the 2000 test year?

. No, because the Company owns and operates virtualy no generation facilities and, as | have

explained earlier in this tesimony, had virtually no generation labor recorded in 2000.

. Mr. Lazare complains that the Company only reduced A& G expenses by three percent from

1997 to 2000 despite the divedtiture of the Company’s generating assets. How do you

respond?

. | have presented in my rebuttal testimony an explanation of the increases in the Company’s

eectric A& G expenses since 1997 by FERC account, including a detailed discusson of the
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FERC accounts which exhibited large increases over this period. Mr. Lazare has not
responded to this detailed presentation by identifying any specific codts that he contends are
unreasonable, or unnecessary to support the distribution business.  Rather, he has done nothing
more in his rebutta than continue to complain about what he perceaives to be an unduly large
increase in the amount of A& G expense included in the jurisdictiond revenue requirement.

The expense levels that Mr. Lazare cites at page 13 of his rebuttal testimony are at the total
eectric levd and include unusud and nonrecurring codts that are removed for ratemaking
purposes. |P Exhibit 1.72 compares the total dectric A& G expenses in 1997 and 2000, with
sgnificant unusud and nonrecurring expenses removed.  There were no sgnificant unusud and
nonrecurring codts in the 1997 dectric A&G expenses that were removed for ratemaking
purposes in the 1999 DST case, but there are a number of significant unusua and nonrecurring
cogts in the 2000 A& G expenses that P is removing for ratemaking purposes. As the exhibit
shows, when dgnificant and unusua and nonrecurring items are removed, the Company has

reduced the leve of ongoing electric A& G expenses by over 53% since 1997.

. Mr. Lazare complains that IP proposes to incresse A&G expenses after ratemaking

adjustments by 196% over the amount alowed in the 1999 DST case. What is the percentage
increase in the Company’s proposed O&M plus A& G expenses over the amounts alowed in

the 1999 DST case?

. The sum of the Company’s proposed O&M, Customer Accounts, Customer Service and

Information, A& G and Taxes Other than Income Taxes expense in this case, as presented in IP
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witness Mortland's surrebuttal testimony, represents a 27% increase over the amounts allowed
inthe 1999 DST case for these same expense items.

How do you respond to Mr. Lazar€'s assertion that IP has no interest in sharing savings
resulting from the merger with Dynegy with its customers (Staff Ex. 14.0, p. 15, beginning & line
324)?

Mr. Lazare's statement is unfounded. As | described in my rebutta testimony, the Company
has achieved post-merger cost savings. To the extent that the cost savings occurred during the
test year or are being redlized after the test year and are known and measurable, those savings
are reflected in the proposed revenue requirement.  Further, the classfication of the Company’s
cods and the dlocation of costs among IP and its affiliaes is largely governed by such things as
the FERC and ICC accounting rules and the Services & Facilities Agreement between IP and
the other Dynegy entities. IP would have very little if any ability to “keep” merger-rdated
savings for itsdf even if it tried. In any event, the increase in 1P s jurisdictional A& G expenses
over the levels proposed and alowed in the 1999 DST caseis not based on any failure to share
merger savings with customers, but rather results from the gpplication of the labor dlocator to
the various categories of labor dollars that 1P incurred in the 2000 test year.

How do you respond to Mr. Lazare's assartion that you have not shown that the expenses
incurred to provide services to AmerGen are accounted for in a manner consstent with the

functiona methodology approved by the Commission in the 1999 DST Case?

A. The AmerGen Service Agreement governs the pricing and costing of the services provided to
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AmeGen. As| explained in my rebuttd testimony, the services provided to AmerGen were
priced based on IP' s fully distributed costs plus a markup, and because both the revenues and
the expenses were recorded in a below-the-line account, these activities have no impact on the
electric digtribution revenue requirement in this proceeding. In addition, with respect to services
provided to the Company’s afiliates, these activities are priced and performed in accordance
with the Services and Facilities Agreement gpproved by the Commisson. Asl dso explained in
my rebuttal testimony, the revenues and expenses for services performed for DMG and for
Dynegy were recorded in such a manner that the revenues and expenses have no impact on the

digtribution revenue requirement in this proceeding.

. Do you agree with Mr. Lazare' s suggestion that delivery services cusomers are being pendized

as aresult of alarger dlocation of A& G expenses to the dectric digtribution business following
the Company’ s divestiture of its generation (Staff Ex. 14.0, p. 17)?

No. Ddivery sarvices rates are being st based on the costs that support the distribution
busness. Mr. Lazare has not identified any costs or activities in IP's proposed revenue

requirement that are not needed to support the distribution function.

. Does IIEC witness Phillips aso address the functiondization of A&G expenses in his rebuttd

testimony?

. Yes, Mr. Phillips continues to advocate that A& G expenses should be assigned to the eectric

distribution business based on the proportionate increase in non-A&G O&M expense over the

amount alowed in the 1999 DST case.
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Has Mr. Phillips offered any additiond support for his pogtion in hisrebutta testimony?

No, Mr. Phillips merdly recites one of the Company’s responses to a data request stating thet |
have performed no studies related to the most economic and efficient level of A&G expenses
required to provide distribution services to Illinois Power Company’s customers. (IIEC Ex. 6,
p. 2, beginning & line 16). He aso notes the increase in Account 923, representing the charges
for services formerly provided by IP that are now provided by Dynegy, and questions whether
it would have been more economical to have those services continue to be provided by 1P or by
athird party.

How do you respond to Mr. Phillips criticism?

Like Mr. Lazare, Mr. Philips has continued to focus on the overal levels of increase and has not
responded to the detailed presentations in my rebuttal testimony on (1) the changes in A&G
expenses from 1997 to 2000, by account, or (2) the nature of the services provided by Dynegy,
with any identification of pecific unreasonable or excessive codts.

With respect to his contention about lack of studies as to the most efficient and economica
level of A&G expense, my response is Smilar to my response to Mr. Phillips smilar dlam
about G&| plant. Further, dthough | have performed no studies to determine the most efficient
and economical level of A&G expenses for the Company, IP Exhibits 1.51, 1.52, 1.53 and
1.72 demondrate that the Company has been successful in reducing its overdl level of A&G
expenses.

Mr. Phillips comments relating to the increase in expenses recorded in Account 923 due to
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charges for services provided by Dynegy ignore the discussion in my rebuttal tesimony on the
sgnificant headcount reductions and internd expense reductions the Company has redized
subsequent to the IllinovaDynegy merger as a result of shifting functions to Dynegy, where
amilar functions were dready being peformed. These are some of the merger efficiencies
which Mr. Lazare has complained have not been fully manifested. Finaly, there is no basis for

assarting that the Company should have considered having these functions performed by athird

party rether than by Dynegy.

. Please respond to CUB/AG witness Effron’s proposed adjustment to diminate the expense for

the services provided by Dynegy to IP.

. As | noted earlier, my rebutta testimony explained the nature of the services provided by

Dynegy and dso identified areas where the Company has reduced headcount and expense
subsequent to the merger and the shifting of functions to Dynegy. | aso provided explanations
for those FERC A& G accounts that have experienced significant increases since the 1999 DST
case, including 1P Exhibit 1.72 which shows tha A&G cods have, in fact, declined by 53
percent since 1997. Like Mr. Lazare and Mr. Phillips, Mr. Effron does not specificaly respond
to these discussons by identifying specific activities, functions or cost eements that he contends
are unreasonable or excessve. Rather, at base, he amply continues to complain about what he
believes to be alarge increase in A& G expense compared to the 1999 DST case. The fact that
there has been a large increase in A& G expense compared to the 1999 DST case does not

judtify the arbitrary imination of an entire category of A& G expense, as Mr. Effron proposes.
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I njuries and Damages Expense

E.
76. Q.
A.
77. Q.
A.

Please summarize CUB/AG witness Effron’s postion regarding certain Injuries and Damages
expenses.
In his direct testimony, Mr. Effron proposed the disallowance of an accrued expense associated
with potentid liabilities that the Company recorded during 2000. In my rebuttal testimony, the
Company proposed that the accrued expense be amortized over a three-year period. As |
explained in my rebuttal testimony, the Company’s creation of the accrud is consgtent with
Statement of Financid Accounting Standards No. 5, Accounting for Contingencies (“SFASS”).
Mr. Effron has not refuted the appropriateness of recording the expense. Mr. Effron’s sole
response isthat the test year expenses should not include both actua dlaims paid and an accrud
for future payments. (Ex. GCI 4.0, p. 11, beginning at line 21).
How do you respond to Mr. Effron’s proposed adjustment?
The Company appropriately recorded the accrued expense associated with the liability during
the year 2000. Given that the expense level represented an atypica level of expenses, the
Company has proposed to amortize the accrued expense over a three-year period. By
amortizing the expense, the leve of dectric digtribution operating expenses more closdy
represents a typical level of expenses and the Company is alowed to recover those costs that
were reasonably incurred associated with the provisioning of dectric digtribution services. For
these reasons, Mr. Effron’s proposed adjustment to Injuries and Damages expenses should be

rejected.
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Amortization Expense

78. Q. Please summarize CUB/AG witness Effron’s proposed adjustment to amortization expense.

A. Mr. Effron continues to propose a reduction in the level of amortization expense dlowed in test

year operaing expenses based upon his belief that intangible plant will be completdy amortized
by June 2003. Mr. Effron provides no additiona support for his adjustment in his rebuttal
testimony.

As| gated in my rebuttd testimony, 1P makes investmentsin new intangible plant every year.
Given the additions to intangible plant, it is unlikdly that such plant will be fully amortized prior to
rates being established in any rate proceeding filed subsequent to this case.  Further, as Staff
witness Everson correctly states, “the appropriate amortization rate should be determined based
on the useful life of an asset, not the frequency of a Company’s rate case filings” (Staff Ex.
11.0, p. 4, beginning at line 65). For these reasons, Mr. Effron’s proposed adjustment to
amortization expense should be regjected.

Community Or ganizations Expense

79.

80.

Q.

A.

Has Staff witness Pearce recommended that |P s expenses incurred associated with community
organizations, Chambers of Commerce, and certain other organizations be disallowed?

Yes, Ms. Pearce has classfied these expenses as promotional and goodwill expenses and
proposed that the Company not be alowed to recover these cogts.

Do you agree with Ms. Pearce' s adjustment?

| do in pat. Specificdly, the Company agrees that the portion of this expense item that
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represents dues paid to the lllinois Energy Association should be diminated. The IEA ishot a
community organization of the nature of the other organizations to which IP has made
contributions that are included in Ms. Pearce' s proposed adjustment amount. The exclusion of
the portion of this expense congtituting IEA dues is shown on IP Exhibit 1.73. With respect to
the remainder of the organizations, | do not agree with Ms. Pearce's concluson that the
expenses associated with these organizations should be “ characterized as dues or promotiond
activities for which IP received membership or promotiond benefits’. (Staff Ex. 12.0, beginning

at lines51).

. Does the Company participate in these organizations for promotiona benefits?

. No. IPbelongsto, actively participates in, and otherwise supports those organizations thet are

geared towards the enhancement, growth and advancement of IP's service territory. The
Company’s participation in the activities of these organizations is beneficid to the customersin

its service area.

. Doesthis conclude your surrebutta testimony?

. Yes, it does.



ILLINOIS POWER COMPANY
Adjustment for Corporate Capital Additions
For the Period January 1, 2001 through September 30, 2001

(Surrebuttal Version of IP Exhibit 1.35)

Total Company Jurisdictional Jurisdictional
Line No. Program Program Area Adjustment Allocator Pro Forma
(A) (B) © (D) (E)

1 720 Central Computing and Admin $ 3,715 57.9% $ 2,151
2 941 Records Management 64 57.9% 37
3 1035 Printing Services 312 57.9% 180
4 1048 Administrative Services 483 57.9% 280
5 1049 Building Maintenance 1,032 57.9% 597
6 1167 Purchasing and Materials Control 320 57.9% 186
7 2246 Distributed Computing 3,410 57.9% 1,974
8 2289 WAN(Wide Area Network) 569 57.9% 330
9 2290 LAN (Local Area Network) 13,612 57.9% 7,824
10 2291 PBX/Centrex 1,520 57.9% 880
11 2292 Voice 30 57.9% 17
12 2293 Other 311 57.9% 180
13 2301 Application Development - Infrastructure 163 57.9% 94
14 2304 AD - Infrastructure to Capital 1,931 57.9% 1,118
15 2359 AD - Enhancements 128 57.9% 74
16 2360 AD - Capital 3,808 57.9% 2,205
17 Retirements (12,675) 57.9% (7,339)
18 Total $ 18634 $ 10789




ILLINOIS POWER COMPANY
Adjustment to Reserve for Accumulated Depreciation and Amortization
(Thousands of Dollars)

IP Exhibit 1.65
(Surrebuttal Version of IP Exhibit 1.36)

Accumulated
IP Witness Depreciation - Accumulated Accumulated
Sponsoring Adjustments to Distribution Depreciation - Amortization - Total
Line No. Adjustment Adjustment Plant Plant General Plant_ Intangible Plant Adjustment
(A) (8 ©) (D) (3] (F) ©)
1 Energy Delivery Capital Additions Barud $ 70,864 (1) $ 19,159 $ 67 $ (130) 19,095
2 Corporate Capital Additions Carter 10,789 - 7,284 (339) 6,945
3 Load Research Project Additions Jones 1,606 (19) - - (19)
4 FAS 109 Gross Up Carter (2,216) 717 75 - 792
5 Plant Transferred from CWIP to UPIS Barud/Carter 8,458 - (74) (255) (329)
6 Facilities No Longer in Use Barud/Carter (7,346) - 6,934 - 6,934
7 Total $ 82,154 $ 19,857 $ 14,285 $ (724) $ 33,419
Electric Electric General Electric
8 Note (1): Distribution Plant Intangible Plant Total
9 Capital additions (Revised IP Exhibits 2.18, $ 92,739 $ 2,046 $ 1,303 $ 96,088
2.19 and 2.20, respectively)

10 Retirements related to the above additions (12,543) (70) - (12,612)
11 Additions net of retirements $ 80,196 $ 1,977 $ 1,303 $ 83,476

To Col. C., Line 1




ILLINOIS POWER COMPANY
Adjustment for Cash Working Capital
{Thousands of Dollars)

Jurisdictional Pro Forma (in Thousands of Dollars)

IP Exhibit 1.66
{Rebuttal Version of P Exhibit 1.37)

Working Capital
Line Unadjusted Cash Pro Forma Adjusted Cash (Required)
No. Description Working Capital Adjustments Working Capital Lag/(Lead) Days Provided
®» ®) © D) ® ®
1 OPERATING REVENUES ($000) 305,232 (5,765) 299,467
2 Return on Equity (81,355) - (81,355)
3 OPEB (2,062) 37 (2,025)
4 Deferred Income Taxes (6,776) (2,042) (8,817)
5 Investment Tax Credit 573 - 573
6 Depreciation (42,532) (3,619) (46,151)
7 Total Cash Operating Revenues 173,080 (11,389) 161,691 36.0265 15,959
8 OPERATING EXPENSES
9 Operating and Maintenance Expenses
10 Payroll 32,944 (241) 32,702 (14.0266) (1,257)
11 Injuries and Damages - Claims 8,942 (2,582) 6,360 - -
12 Injuries and Damages - Premiums 942 98 1,041 182.5000 520
13 Property Insurance (1,406) 1,878 472 182.5000 236
14 Pensions/Benefits 9,060 (5,311) 3,749 (25.932999) (266)
15 Other O&M 78,918 (14,536) 64,382 (32.6142) (5,753)
16 Uncollectible Accounts 1,281 - 1,281 (241.3740) (847)
17 SubTotal 129,739 (20,792) 108,946 51.0523 (7,367)
19 General Taxes
20 Employer FICA 4,473 (327) 4,147 (11.8461) (135)
21 Invested Capital Tax/Electric Distribution Tax 26,426 - 26,426 (25.0253) (1,812)
22 Property Tax 1,319 23 1,341 (399.7019) (1,469)
23 Franchise Tax 809 - 809 (62.0000) (137)
24 Public Utility Taxes - - - - -
25 Municipal Utility Taxes - - - - -
26 ICC Assessment - - - - -
27 Other Taxes Not Income 561 - 561 (32.6142) 50
28 SubTotal 33,589 (304) 33,285 (3,603)
29 Current Income Taxes
30 Federal 7,987 7,729 15,716 (34.1250) (1,469)
31 State 1,765 1,708 3,473 (45.8250) (436)
32 SubTotal 9,753 9,437 19,190 (1,905)
33 TOTAL COST OF SERVICE 173,080 (11,659) 161,421 (12,875)
34 Cash Working Capital - Operations 3,084

35 Adjustment for Revenue Taxes

36 Total Cash Working Capital

$ 3,084




ILLINOIS POWER COMPANY

Adjustment to Accumulated Deferred Income Taxes

(Thousands of Dollars)

IP Exhibit 1.67

(Surrebuttal Version of IP Exhibit 1.38)

Total

Federal Deferred State Deferred Jurisdictional

Line No. Description Income Tax Income Tax Deferred Tax

(A) (B) ©) )

1 EDEL Capital Additions $ 1,955 432 $ 2,388

2 Corporate Capital Additions 1,369 301 1,670

3 Load Research Meter Project 27 6 33

4 CWIP to Plant In Service 238 52 289
5 Facilities no Longer in Use (208) (46) (255)

6 Net Adjustment $ 3,380 745 $ 4,125




ILLINIOIS POWER COMPANY
Retirements and Cost of Removal

January 1, 2001 Through September 30, 2001

(Thousands of Dottars)

IP Exhibit 1.68

Retirements
Line FERC Accumlated Reserve for Net Impact on
No. Acct Description Plant in Service Depreciation Cost of Removal Reserve
A) ®) © D) B) = (CO)H+D)
1 360 0 0 o 0
Based upon analysis of historical level of
2 361 retirements over a 10 year period 7 117 73 191
Based upon analysis of historical level of
3 362 retirements over a 10 year period (2,216) 2,216 1,384 3,600
4 363 0 0 0 0
Based upon analysis of historical level of
5 364 retirements over a 10 year period (3,131) 3,131 1,957 5,088
Based upon analysis of historical level of
6 365 retirements over a 10 year period (3,120) 3,120 1,950 5,070
Based upon analysis of historical level of
7 366 retirements over a 10 year period (810) 810 506 1,316
Based upon analysis of historical level of
8 367 retirements over a 10 year period (1,215) 1,215 759 1,974
Based upon analysis of historical level of
9 368 retirements over a 10 year period (1,236) 1,236 772 2,008
10 369 0 0 0 0
Based upon analysis of historical level of
11 370 retirements over a 10 year period (656) 656 127 783
12 37 0 0 0 0
13 372 0 0 0 0
Based upon analysis of historical level of
14 373 retirements over a 10 year period (41) 41 26 67
15 389 0 0 0 0
16 390 0 0 1 1
17 391 Retirement of PC Equipment (7,309) 7,309 4 7,313
18 392 0 0 8 8
19 393 0 0 0 0
20 394 0 0 0 0
21 395 0 0 0 0
22 396 0 ¢] 0 0
Retirement of Comunication Facilities and
23 397 Equipment (100) 100 34 134
24 398 0 0 0 0
25 303 0 0 0 0
29 Total $ (19,951) 19,951 $ 7,601 27,553




Line No.

ILLINOIS POWER COMPANY
Accumulated Deferred Tax Balances Unrelated to Rate Base Items
As of December 31, 2000

IP Exhibit 1.69
Page 1

Deferred Tax

PF Description Balance at
12/31/00
A) (B) (©

1 190960 Interest on Tax Issues 350,107

2 190961 Interest on Tax Issues 77,378

3 190950 OPEB Expense/Funding (1,216,849)
4 190951 OPEB Expense/Funding (266,147)
5 190950 Pension Expense/Funding 6,348,378
6 190951 Pension Expense/Funding 1,416,299
7 190960 Reserve - Miscellaneous 2,779,053
8 190961 Reserve - Miscellaneous 614,202
9 190960 Vacation Pay Accrual 1,613,895
10 190961 Vacation Pay Accrual 356,689
11 Deferred Tax ltems Considered by CUB/AG witness Effron 12,073,003
12 190960 Allowance for Doubtful Accounts 301,520
13 190961 Allowance for Doubtful Accounts 66,639
14 190950 Bloomington Sale Agreement 14,044
15 190951 Bloomington Sale Agreement 2,855
16 190950 Coal Tar Clean-Up Costs 75,050
17 190951 Coal Tar Clean-Up Costs 16,587
18 190960 Consumable Inventory 93,834
19 190961 Consumable Inventory 20,739
20 190960 Def. Director Comp. 249,541
21 190961 Def. Director Comp. 55,152
20 190950 Cust. Advances for Construction 359,470
21 190951 Cust. Advances for Construction 82,683
22 190960 ESOP/Officer Comp/Dir Fees (74,176)
23 190961 ESOP/Officer Comp/Dir Fees (17,472)
24 190950 Gain on Reacquired Debt 343,577
25 190951 Gain on Reacquired Debt 75,934
26 190960 PUT Accrual 962,123
27 190961 PUT Accrual 212,733
28 190960 Reserve - CSBG Lawsuit 162,435
29 190961 Reserve - CSBG Lawstuit 35,900
30 190960 Severance Accrual 156,801
31 190961 Severance Accrual 34,655




ILLINOIS POWER COMPANY
Accumulated Deferred Tax Balances Unrelated to Rate Base Items
As of December 31, 2000

IP Exhibit 1.69
Page 2

Deferred Tax

Line No. PF Description Balance at

12/31/00
(A) ® ©)
32 283950 Coal Tar Clean-Up Costs 196,070
33 283951 Coal Tar Clean-Up Costs 43,336
34 283960 ESOP/Officer Comp/Dir Fees (873,802)
35 283961 ESOP/Officer Comp/Dir Fees (193,938)
36 283950 Loss on Reacquired Debt (10,460,487)
37 283951 Loss on Reacquired Debt (2,293,805)
38 283960 PUT Accrual (928,464)
39 283961 PUT Accrual (166,625)
40 Other Non-Rate Base Related Deferred Tax ltems (11,447,090)
41 Total Non-Rate Base Related Deferred Tax Items

$ 625,913




IP Exhibit 1.70

ILLINOIS POWER COMPANY
Annualized Savings Associated with Transition Employees
Based Upon 2000 Wages
Total Company
Swe  Pacimirom b
Annualized Pension and Benefit FICA Medicare Unemployment Unemployment Based Upon Amount of
Line No. No. of Employees Salaries Cost Adjustment Adjustment Adjustment Adjustment Adjustment Actual Wages Adjustment
6.2% of first .8% of first 1% of first
15.205% $80,400 1.45% $7,000 $9,000 57.90%
(A) (B) (©) (D) (3] F) H) 0] )

1 297 $ 20,857,320 $ 3,171,356 $ 1,127,046 $ 302,431 $ 16,632 $ 26,730 3 25,501,515 $ 14,765,377




ILLINOIS POWER COMPANY
Breakdown of Severance and Early Retirement Costs
For the Twelve Months Ended December 31, 2000

IP Exhibit 1.71

Electric Jurisdictional
Total Electric Total Distribution Total O&M Distribution

Line No.  Account Description Company Allocation Electric Allocation Distribution ~ Allocation Expense

A) (B) © )] ® ® ©) H) M

1 926015  Pension $ 10,246 73.18% $ 7,498 87.96% $ 6,595 7320% $ 4,828
2 926015 OPEB 925 73.18% 677 87.96% 595 73.20% 436
Total Early Retirement Costs 11,170 8,175 7,191 5,264
3 926015 Medical & Insurance 1,102 73.18% 807 87.96% 710 73.20% 519
4 926015 Training and Education 55 73.18% 41 87.96% 36 73.20% 26
5 926015  Outplacement Cost 367 73.18% 269 87.96% 236 73.20% 173
6 Outplacement Costs 1,525 1,116 982 718
7 926016  Officer Severence 818 73.42% 601 87.96% 528 73.20% 387
8 920006 Severence Pay 17,853 73.18% 13,065 87.96% 11,492 73.20% 8412
Total Severance Costs 18,672 13,666 12,021 8,799
9 408 Payroll Taxes 457 74.96% 343 87.96% 302 100% 302
10 Total Early Retirement, Outplacement and Severance Costs $ 31,824 $ 23,300 $ 20,495 $ 15,083




ILLINOIS POWER COMPANY
Analysis of Changes in Administrative and General Expenses
For the Periods Ending December 31, 1997 and December 31, 2000

IP Exhibit 1.72

% Increase /

Line No. Description 1997 2000 Decrease
(A) (B) (©) (D)
1 Total Electric A&G Expenses (per FERC Form 1) $ 73,591,137 $ 71,635,035 -2.66%
Significant Unusual and Non-recurring Expenses removed for

2 Ratemaking Purposes

3 Severance Costs Accrued During 2000 - (23,299,806)

4 Salaries and Benefits Associated with Transition Employees - (4,417,240)

5 Injuries and Damages Expense - (5,500,000)

6 Correction of S&FA Allocation Methodology - (1,176,617)

7 Incentive Compensation Accrued Expense - (1,600,000)

8 Duke Litigation Expenses - (1,170,856)

10 Subtotal - (37,164,518)

11 Total Adjusted A&G Expenses Before Functionalization $ 73,591,137 $ 34,470,517 -53.16%




IP Exhibit 1.73

ILLINOIS POWER COMPANY
Elimination of IEA Dues
For the Twelve Months Ended December 31, 2000

Line No. Payee Total Amount Allocation DST Amount
(A) (B) (©) (D)
1 lllinois Energy Association 23 71.44% 16
2 lllinois Energy Association 19 71.44% 14
3 lllinois Energy Association 19 71.44% 14
4 lllinois Energy Association 15 71.44% 11
5 lllinois Energy Association 24 71.44% 17
6 Total of IEA Invoices T 100 72

Note: The 71.44% allocation factor represents the average "D" allocator as set forth
on WPAD-30.19.




Adjustment to Accumulated Reserve for Depreciation

ILLINOIS POWER COMPANY

IP Exhibit 1.74
(Surrebuttal Version of IP Exhibit 1.41)

(000s)
Jurisdictional
Balance at 2000 Deprec Total (Credit to
Line No. Accumulated Reserve for Depreciation 12/31/00 Exp 9 mos of 2001 Reserve)
A) ® © ©) (E)
AD-008 AD-012 (C) * 50%
1 Distribution $ (573,562 $ 31,890 $ 15,945 $ (15,945)
2 General (47,759) 4,983 2,492 (2,492)
3 Intangible (49,696) 5,659 2,830 (2,830)
4 Total $ (671,017) $ 42,532 $ 21,266 $ (21,266)
Jurisdictional Jurisdictional
Balance at 9 mos of Balance at
Accumulated Deferred Income Taxes 12/31/00 2001 9/30/01
A) ®) © (D)
AD-021 AD-021 AD-021
5 State (excluding FAS 109) $ (28,837) $ (622) $ (29,460)
6 Federal (excluding FAS 109) (144,538) (2,826) (147,364)
7 Total (excluding FAS 109) $ (173,375 $  (3,448) $ (176,823)




ILLINOIS POWER COMPANY

(Surrebuttal

Adjustment to Reflect Increased Depreciation and Amortization Expense

(Thousands of Dollars)

IP Exhibit 1.75
Version of IP Exhibit 1.43)

Line
No. Account Depreciation Adjustment
A) (B)
1 Depreciation Expense -- Distribution Plant
2 2001-2002 Energy Delivery Capital Additions $ 1,861
3 2001-2002 Jurisdictional Corporate Capital Additions -
4 Load Research Meter Project 38
5 Total 1,899
6 Depreciation Expense -- General Plant
7 2001-2002 Energy Delivery Capital Additions 37
8 2001-2002 Jurisdictional Corporate Capital Additions 173
9 Plant Transferred from CWIP to In Service 148
10 Facilities No Longer in Use (152)
11 Total 206
12 Amortization Expense
13 2001-2002 Energy Delivery Capital Additions 261
14 2001-2002 Jurisdictional Corporate Capital Additions 677
15 Plant Transferred from CWIP to In Service 509
16 Total 1,447
17 Total Pre-Tax Adjustment 3,552
18 Federal Income Taxes -- 32.487% (1,154)
19 State Income Taxes -- 7.18% (255)
20 Net Adjustment $ 2,143




ILLINOIS POWER COMPANY
Payroll Adjustment
(Thousands of Dollars)

IP Exhibit 1.76

(Surrebuttal Version of IP Exhibit 1.44)

Increase in
Jurisdictional Wages
Line Adjusted effective Pro Forma
No. Location/Business Group Wages 7/01/01 Wage Increase
(B) (€) (D)
1 Distribution $ 25,404 3.00% $ 762
2 Customer Accounts 6,180 3.00% 185
3 Customer Service and informational 3,845 3.00% 115
4 Sales - 3.00% -
5 Administrative and general 11,610 3.00% 348
6 Pre-Tax Total 47,039 1,411
7 Federal Income Taxes -- 32.487% (458)
8 State Income Taxes -- 7.18% 101
9 Net Adjustment $ 851




IP Exhibit 1.77
(Surrebuttal Version of IP Exhibit 1.30)

ILLINOIS POWER COMPANY
Adjustment for Dynegy Senior Executive Compensation
(Thousands of Dollars)

Line Jurisdictional
No. Account Description Adjustment
(A) (B)
1 Reversal of Bonuses Accrued for Senior $ (7,445)
Executives (portion allocated to electric
distribution)
2 Federal Income Taxes -- 32.487% 2,419
3 State Income Taxes -- 7.18% 535

4 Net Adjustment $ (4,491)




